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GTE Announces Initiatives to Become a Leading National Provider of
Telecommuaications Services -- Will Acquire BBN In Transaction Valued At $616
Million -- Purchases Fiber-Optic Network From Qwest -- Creates A New National

Sales Service and Marketing Company --

May 6. 1997

GTE today announced a series of steps to position itself as a market-leading, national
provider of integrated telecommunications services, according to GTE Chairman and Chief
Executive Officer Charles R. Lee, including a comprehensive plan to enter the $100 billion
market for value-added data communications services -- the fastest-growing segment of the
telecommunications industry.

The actions include the acquisition of BBN Corporation, a leading provider of end-to-end
[nternet solutions; a strategic alliance with Cisco Systems, Ing. to jointly develop enhanced
data and [nternet services for customers; and, the purchase of a national, state-of-the-art
fiber-optic network from Qwest Communications. Also included is the creation of a new,
deregulated unit to market integrated voice, video and data solutions both within and
outside GTE's current markets.

"The actions announced today clearly position GTE to have the fastest, most reliable and
most secure national network available, enabling end-to-end managed network solutions
that we believe will be unmatched in the industry," said Lee.

[n detailing its data plan, GTE said the moves announced today will enable it to:

® Develop innovative and value-added communications services to meet customer
needs, especially in the fast-growing Internet-services market;
Create a broadband, national backbone network based on SONET self-healing fiber
rings; and
Rapidly deploy "next generation" value-added services and Internet Protocol
offerings.

"Simply put, GTE will become a leading national 'one-stop' provider of local, long distance,
Internet and wireless services, and will establish an advanced data network that will be fully
operational next year," said GTE President Kent B. Foster. "At that point, we will be in a
position to reach virtually the entire U.S. population.”

GTE/BBN

Under the terms of the transaction, which was approved by the Boards of Directors of both
companies, GTE will shortly commence a cash tender offer to acquire all the outstanding
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shares of BB\ common stock at a price of $29 per share. Based on the number of shares ot
BBN stock currently outstanding. the equity portion ot the transaction is valued at
approximately 3616 miilion. As soon as practicable tollowing the conclusion ot the tender
otter, GTE will initiate a merger through which any remaining shares ot BBN notowned oy
GTE will be converted into cash at the cash tender otfer price in the merger. ‘

Cambridge, Mass.-based BBN is a leading provider of high performance end-to-end Internet
solutions such as World Wide Web site hosting, network security, consulting, systems
integration. and dedicated and dial-up Internet access for government and commercial
customers. [ts 2.200 emplovees have extensive experience in leading-edge [nternet and
other telecommunications applications. Twenty-eight years ago, BBN created ARPANET.
the forerunner of the Internet.

“GTE will jump-start its entry into the enhanced Internetservices market for large
businesses through the acquisition of BBN," said Foster.

George H. Conrades, chairman and chief executive officer of BBN said, "This business
combination is a perfect strategic fit. The [nternet opportunity, characterized by the
convergence of computers and communications, is the fastest-growing economic endeavor
in human history. GTE is today declaring its strategic intent to be a leading player in thus
important opportunity, backed up by plans for significant investment and alliances. BBN
has been chosen to be the comerstone of GTE's new strategy. We bring needed [nternet
skills, a suite of offerings and a business customer base.

" At the same time, we will be able to take advantage of GTE's strong brand image,
distribution, network expansion plans and financial resources. Today, no one player in this
industry has all the piece parts necessary for customer and competitive success. [t's a game
of scale and financial resources, as well as specialization and innovation. With this
announcement, GTE, with BBN, is off to a great start,” Conrades said.

GTE/Cisco

GTE and Cisco announce their intention to jointly develop enhanced internetworking
capabilities to power GTE's network. Beyond the network infrastructure, the companies
have committed to deliver targeted, turn-key, bundled solutions of applications, equipment
installation, maintenance and telecommunication services. :

"Cisco is the leading provider of Internet-related networking services. Its skill sets perfectly
complement those of GTE, and we are pleased to enter into this long-term, mutually
beneficial strategic relationship,” said GTE's Foster.

"This combination will create a fundamentally new offering in the marketplace," said John
Chambers, president and chief executive officer at Cisco Systems, Inc. "GTE will have
leadership capabilities to provide integrated end-to-end services across all layers of the
network such as multimedia, quality and security. The relationship will accelerate the
deployment of these and other services through the alignment of our core competencies.”

GTE/Qwest

Denver-based Qwest Communications Corp. is constructing a fiber-based national backbone
network which will be equipped with state-of-the-art opto-electronics. The network will
span 13,000 miles, connecting 92 metropolitan areas, including Atlanta, Chicago, Los
Angeles, New York, San Francisco and Washington, D.C. In an agreement announced
Monday, GTE will acquire 24 dark fibers, and certain associated facilities, in the new Qwest
network.

"When completed in 1998, the network will provide the foundation for a myriad of
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Argn-spead 2ata communication services. GTE's network will greatly reduce the high
uptront cost ot today's private data networks. making advanced data communications more
ittordable for a greater segment ot the population.” Foster stated.

“We are extremely pleased with GTE's acquisition ot dark tiber on the Qwest network
route. ' said Joe Nacchio. president and chiet executive officer of Qwest.

GTE Restructures Telephone QOperations,
New Nati i Y

As part of the company's plan to capture new growth, GTE restructured its Telephone
Operations unit, Foster said.

To move with greater flexibility to capture growth opportunities in the telecommunications
marketplace, GTE created an unregulated sales, service and marketing unit to offer an
integrated package of local, long distance, Internet and wireless services nationwide,
regardless of GTE's traditional market boundaries.

This new unit will operate as a competitive local exchange carrier (CLEC), offering targeted
customers premium servicing capabilities and packaged products beyond what is currently
availabie in the marketplace today.

Foster also announced the following realignment of key responsibilities: Thomas W. White,
51, has been named corporate executive vice president-market operations, reporting to
Foster. He will assist the GTE president in coordinating the activities of the
below-mentioned business units and also will be responsible for leading the company's
overall data thrust. White has served as president of GTE Telephone Operations since July
199s.

Also reporting to Foster are the following newly appointed individuals:

® Lew Wilks, 43, has been named president of GTE's new national sales, service and
marketing unit. This new retail business unit will offer a bundled package of premium
telecommunications services to business and residential customers both within and
outside GTE's current franchise areas. Wilks previously served as president, business
markets, since July, 1996.

John Appel, 48, has been named president of GTE's current regulated local exchange
operations. Appel will continue work already underway to enhance quality and
customer service and to preserve and grow GTE's current in-franchise, regulated
business. Appel was appointed to his previous position, executive vice
president-Network Operations, in January 1996.

Jerry Dinsmore, 47, has been named president - Business Development and
Integration, responsible for coordination and integration of all marketing, technology,
finance, planning and business analysis, and regulatory for the above units.
Dinsmore's principal responsibility will be to lead an integrated approach to the
marketplace.

Now that these individuals have been named, they will begin to develop transition plans for
their respective businesses and assume their new positions on June 1.

GTE's Wireless, Directories and Airfone units will continue to report directly to GTE
President Kent Foster.

"The organizations and people now in place will drive our growth in the marketplace in a
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powertul wav. ' said Foster.
Background on BBN

BBN is one of the nation's leading providers ot Intemet access and value-added services tor
businesses, with annualized revenue of more than $380 million for BBN's third quarter.
announced today. [t otfers Fortune 1000 companies a complete set of managed [nternet
services, including high-speed and dial-up access. systems development and
electronic-commerce support, network security. and Web hosting services. BBN also
provides network-related contract research and development for government and
commercial customers. BBN's [nternet customers include many of the world's top
information technology, manufacturing and financial services companies. BBN's home page
address is http://www bbn.com.

Background op GTE
With revenues of more than $21 billion in 1996, GTE is one of the largest publicly held
telecommunications companies in the world. [n the United States, GTE offers local and
wireless service in 29 states and long-distance service in all 50 states. GTE was the first
among its peers to offer “one-stop shopping” for local, long-distance and Internet access
services. Outside the United States, where GTE has operated for more than 40 years, the
company serves over 6.5 million customers. GTE is also a leader in government and defense

communications systems and equipment, directories and telecommunications-based
information services, and aircraft-passenger telecommunications.

84
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QWEST COMMUNICATIONS INTERNATIONAL INC
(QWST)
Quarterly Report (SEC form 10-Q)

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF
OPERATIONS

INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaniag of federal
securities laws, including statements about the Company's plans to complete its approximately 16,250
route mile, coast-to-coast, technologically advanced, fiber optic telecommunications network (the
"Qwest Network"), expectations as to funding its capital requirements, anticipated expansion of carrier
and commercial services, regulatory and pricing trend projections, and other statements of expectations,
beliefs, future plans and strategies, anticipated developments, and other matters that are not historical
facts. Management cautions the reader that these forward-looking statements are subject to risks and
uncertainties that could cause actual events or resuits to differ materially from those expressed or
implied by the statements. Important factors that could prevent the Company from achieving its stated
goals include, but are not limited to: (i) failure by the Company and LCI International. Inc. ("LCI") to
consumnmate their meryer on a timely basis or at all; (ii) failure of the Company to manage effectively,
cost efficiently and on a timely basis the construction of the Qwest Network; (iii) failure to enter into
additional customer contracts to sell dark fiber or provide high-volume capacity and otherwise expand
its telecommunications custoraer base; (iv) failure to obtain and maintain all necessary rights-of-way.
(v) intense competition in the Company's and LCl's carrier and commercial services markets; (vi) the
potential for rapid and significant ¢ in technology and their effect on the Company's and/or LCI's
operations; (vii) operating and financial risks related t0 managing rapid growth and integrating acquired
businesses; (viii) adverse changes in the regulatory environment affecting the Company and/or LCI; and
(ix) risks of being highly leveraged and sustaining operating cash deficits. For additiona! information,
see "Risk Factors" included in the Company's registration statement No. 333-49915 on Form S-4, and
other Company filings with the SEC.

Overview
WCMC4 053
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The Company is a facilities-based provider of mulumedia communications services to interexchange
czrriers and other communications entities ("Carrier Services ') and to businesses and consumers
("Commercial Services"), and 1t constructs and installs fiber optic communications systems for
irterexchange carriers and other communications entities, as well as for its own use ('Network
Construction Services").

The Company is expanding its existing voice and data network into the Qwest Network. The domestic
n:twork 1s expected to be completed in 1999. In April 1998, the Company activated the entire
tanscoptinental portion of the Qwest Network from Los Angeles to San Francisco to New York, thus
becoming the first nerwork service provider to complete a transcontinental native laternet Protocol
('1P") fiber network. The Company is also expanding its network to carry international data and voice
v affic into Mexico and Europe. Completion of the Mexico network is scheduled for late 1998 The
retwork extension into Europe will be obtained through the exchange of telecommunications capacity
v/ith Teleglobe Inc., including two 155-megabit circuits crossing the Atlantic Ocean from New York
City to London, and with Global Crossing Ltd. ("Global"), including four STM1s (the European

¢ quivalent of OC3 SONET circuits) on Global's subsea fiber optic cable system connecting U. S. cities
with Europe. The transatlantic telecommunications capacity supports the Company's growth into the
liuropean market.

'IJn March 8, 1998, the Company signed a definitive merger agreement with LCI, a communications
services provider. The boards of directors of each company have approved the merger. The terms of the
nerger agreement call for the acquisition of all of LCI's outstanding common shares and the assumption
>f al} of LCl's stock options by the Company. The purchase price of the all-stock transaction is
anticipated to be approximately $4.4 billion. The merger is inteoded to qualify as a tax-{ree
reorganization and will be accounted for as a purchase.

On March 30, 1998, the Company consummated jts acquisition of Phoenix Network, {nc. ("Phoenix")
for $27 2 million in Company common stock. Phoenix, a non- facilities-based reseller of long distance
services, has

approximately 40,000 business customers. Additional cash consideration of up to $4.0 million is being
withheld pending the outcome of litigation to which the Company may have certain potential liability,
and as to which final and nonappealable resolution has not been attained, The transaction was accounted
for as a purchase.

On April 14, 1998, the Company acquired EUnet Intemnational Limited ("EUnet"), a European internet
service provider with business units operating in 13 European countries for approximately $154.4
million in Company common stock and cash. EUnet has approximately 60,000, primarily business,
customers throughout Europe. The merger will be accounted for as a purchase.

- Carrier Services. Carrier Services provides high-volume and conventiogal dedicated line services over
the Company's owned capacity and switched services over owned and leased capacity to interexchange
carriers and other telecnmmunications providers. The Company is expanding Carrier Services to
increase its revenus stream and reduce e‘jper unit costs, targeting capacity sales on a segment-by-segment
basis as the Qwest Network is deployed and activated, and is increasingly seeking longer-term,
high-volume capacity agreements from major carriers. In addition to traditional telecommunications
carriers, the Company is marketing to 1SPs, electric utility companies and other data service companies.

Coramercial Services. Commercial Services provides voice, data and video services to businesses and
consumers. The Company builds direct, end-user relationships by develo;iné strong distribution
chaanels, providing competitive pricing and superior petwork quality and offering enhanced,
market-driven services to businesses and consumers.

Revenue from Commercial Services is recogpized primarily on a minutes-of-use basis. Commercial
Services has generated revenue using four primary sales chanpels: direct sales, direct mail, agent and
telemarketing. In September 1997, the Company entered into an astangement with a third party under
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wich they will jointly define and test new broadband business multimedia services.

fr April 1998, the Company began expanding its high-speed data networking service offerings Through
a;yeements with various technology partners, the Company will offer Remote Access VPN on pative [P
a1id advanced Frame Relay/ATM services along with Qwest Network.

Network Construction Services. Network Construction Services constructs and installs fiber optic

¢ )mmunication systems for interexchange carriers and other telecommunications providers, as well as
for the Company's own use. The Company began operations in 1988 constructing fiber optic conduit

s ystems primanly for major Jong distance carriers in exchange for cash and capacity rights. In 1996, the
( ompany entered into major construction contracts for the sale of dark fiber to Frontier and WorldCom
vrhereby the Company has agreed to install and provide dark fiber to each along portions of the Qwest
Metwork. The Company also entered into two substantial construction contracts with GTE in 1997 for
t1e sale of dark fiber along portions of the route of the Qwest Network. After completion of the Qwest
Network, the Compapy expects that revepue from Network Construction Services will be less
sigmificant to the (?ompany's operations.

Revenue from Network Construction Services generally is recognized under the percentage of
rompletion method as performance milestones relati:dg to the contract are satisfactorily completed.
-osses, if any, on uncompleted contracts are expensed in the period in which they are identified and any
"evisions 1o estimated profits on a contract are recognized in the period in which they become known.

Results of Operations

THREE MONTHS ENDED MARCH 31, 1998 COMPARED TO THREE MONTHS ENDED
MARCH 31, 1997

The Company reported a pet loss of $6.6 million in the three months ended March 31, 1998, compared
to a net loss of $4.8 million in the three months ended March 31, 1997. The increase in net loss was
primarily due to the factors discussed below. Excluding the effect of the compensation expense relating
to the Growth Share Plan, net of income tax, the Company's reported net loss would have been
approximately $5.2 million for the three months ended March 31, 1998 compared to net income of $3.7
million for the three months ended March 31, 1997.

Revenues. Selected components of revenues for the three months ended March 31, 1998 and 1997, were
as follows (dollars in thousands):

March 31, March 31,
1998 1997
Carzriep sServices........cciiciecnannns -. $ 19,130 $11,199
Commercial sezvices........ .o iinnn - 23,394 9,411
Network construction services............ 134,463 52,083
Total revenues. ... ......ccoi v innevun. 3177,047 $72,893
MES AT HER JURENBAI - =

Telecommunication services revenue increased due to increases ia revenue from carrier switched
services and carrier dedicated line services provided on the Qwest Network. Additonally, commerical
services expenenced growth in switched services provided to businesses and consumers as a result of
continued expansion of the Company’s direct sales, direct mail, agent and telemarketing sales channels.
Revenue from sales to consumers became more diversified, reflecting the growth in branded dial- |
service, the expansion of agent channels that focused on affinity-based marketing efforts and the growth
in voice over [P service (Q talkSM), which was launched ip the first quarter 1998, Direct mail
marketing efforts continued to be successful. Network construction services revenue increased primanly
due to revenue from dark fiber sales to GTE and other carriers under contracts entered into subsequent
to the first quarter 1997

WCMC4055
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Operating Expenses. Selected components of operating expenses for the three months ended March 3 1.
198 and 1997, were as follows (dollars in thousands)

Marzsh 31, Marzsn 31

1398 1937
TSLeCONMUNICATtIdN S2CVIiCeS . . ... vv v ... 3 32,53% 518,283
NetWworg CoOnsStructlci segvices.. . ........ 33,117 36,2858
Sell.ng, general and administzat.ve...... 44,423 23,347
GZOWEN SHAZ® PlLaN. . ittt 2,3C1 23,180
Jepreciaticen and amortlzatlon............ . 8,031 3,982
Total cperating exXpenses............. 3180,372 $85, 337
M MEJIWR I SIS IR W K

lixpenses for telecommunications services primanly consist of the cost of leased ciz_gacity, Local
lixchange Carrier ("LEC") access charges, engineenng and other operating costs. The growth in
‘elecommunications services expenses was primarily attributable to the continued growth in switched
.ervices and network engineering and operations, partially offset by an increase in on-net traffic over
he Qwest Network. As the Qwest Network is completed and activated, the Company is able to serve
nare customer needs over its own capacity.

Expenses for network construction services consist primarily of costs to construct the Qwest Network,
ncluding conduit, fiber cable, construction crews and rights of way. Costs attributable to the
construction of the Qwest Network for the Company's own use are capitalized. Expenses for network
construction services increased due to costs of construction contracts relating to increased dark fiber
sales revenue.

SG&A includes the cast of salaries, benefits, occupancy costs, commissions, sales and marketing
expenses and administrative expenses. The increase was due primarily to increases in expenses related
to the Company's direct mail sales program, the marketing of the Company's new brand 1dentity and
new service offerings. administrative and information services support of the Company's growth, the
recruiting and hiring of additional personnel and increased property taxes and maintenance costs related
to the increase in fixed assets along the Qwest Network. SG&A is expected to increase as the Company
cpens commercial sales offices in selected major geographic markets to implement the Company's
strategy, as segments of the Qwest Network become operational. In addition, SG& A expenses will
increase as the Company continues to expand its Carrier and Commercial Services and recruit
experienced telecommunications industy personnel to implement the Company's strategy.

The Company has & Growth Share Plan for certain of its employees and directors, which was the
Compaoy's management incenptive plan prior to the initial public offering. Growth Share Plan expense
reflects the Company’s estimate of compensation expense with respect to the Growth Shares issued to
participants. A "Growth Share" is a unit of value based on the increase in value of the Company over a
specified measuring period. The Company anticipates total additional expense of up to approximately
$21.1 million through the year 2002 in connection witb this plan. The Company does not anticipate any
future grants under the Growth Share Plan.

The Company's depreciation and amortization expense increased primarily due to activating segments of
the Qwest Network during the three months ended March 31, 1998, purchases of additional equipment
used in constructing the Qwest Network, purchases of other fixed assets to accommodate the Company's
growth and amortization of goodwill related to the SuperNet acquisition. The Company expects that
depreciation and amortization expense will continue to increase in subsequent periods as the Company
continues to activate additional segments of the Qwest Network and amortizes goodwill recorded from
acquisitions.

Other Income (Expense). Selected components of other income (expense) for the three months ended
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March 31, 1998 and 1997, were as follows (dollars in thousands):
Mazch 31, March 3l
.398 29987
Znterest axpense, nat  of capirtalized. .. $(14,378) $ 984
Jaterest InCOME. L. L e e e e 8,074 582
2ther 1ncome (exgente), N8T.............. ~-= S,71%
Zctal other _ncume |(expense).... . .... § (6,302) 55,417

"
3
[1]
']
L}
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The increase in net interest expense resulted from an increase in interest on long-term indebtedaess,
r:lated primarily to the 10 7/8% Naotes, the 9.47% Notes and the 8.29% Notes (see "Liquidity and
(‘apital Resources" below), partially offset by increases in capitalized interest resuiting from
construction of the Qwest Network. Interest income increased due primarily to increased cash
€quivalent balances.

b'ursuant to a capacity sale in 1993, the Company obtained certain rights of first refusal to re-acquire

1 etwork communications equipment and terminal {ocations including leasehold improvements shouid
the purchaser, under that agreement, sell the network. In the three months ended March 31, 1997, the
(lompany sold certain of these rights to the purchaser in return for $9.0 milliop in cash and the right to
1e-acquire certain terminal facilities, $7.0 million of which the Company received in the three months
~nded March 31, 1997 and recorded as gain on sale of contract rights.

(he Company sold a portion of its dedicated line services on |eased capacity in July 1996. During the
ransition of the service agreements to the buyer, the Company incurred certain facilities costs on behalf
>f the buyer, which were to be reimbursed to the Company. A dispute arose with respect to the
-eimbursement of such costs and, as a result, the Company made a provision of approximately $2.0
million in the three months ended March 31, 1997 No such items of other income or expense occurred
in the three months ended March 31, 1998.

Income Taxes. The Company is included in the consolidated federal income tax return of Anschutz
Company (the "Majority Shareholder"). A tax sharing agreement provides for allocation of tax liabilities
and benefits to the Company, in general, as though it filed a separste tax return. The Company's
cﬁgective tax rate duripg the three months ended March 31, 1998 and 1997 approximated the statutory
federal rate.

If the LCI merger is consummated, the Company will no longer be included in the consolidated federal
income tax return of its Majority Shareholder. As a result, the net operating losses for income tax
purposes of the Company, wcluded in the consolidated federal income tax returns of its Majority
Shareholder from January 1, 1997 through the consummation date of the LCI merger, will not be
availabje for use by the Company in its separate tax returns after the LCl merger. The Company
recognized a deferred tax asset because it believed that the tax benefits attributable to its net income tax
operating loss carryforwards would be realized by the recognition of future taxable amounts under the
terms of its tax sharing agreement with its Majonty Shareholder. Based on an analysis of the tax
attributes of the Company and its Majority Shareholder, the Majority Shareholder will not be able w0
realize the benefit of the Company's net operating losses. Accordingly, the deferred tax assets
attributable to the Company's net operating loss carryforwards, calculated on a separate return basis, will
be reported on the consummation date of the LCl merger as an adjustment to the Company's capital in
the form of an in-substance dividend.

LIQUIDITY AND CAPITAL RESOURCES

Prior to March 31, 1997, the Company funded capital expenditures, debt service and cash used in
operations through a combination of stockholder advances, capital contributions and extemal

WCMC4057
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borrowings supported by collateral owned by the Majority Shareholder or affiliates, as well as external
baorrowings collateralized by certain of the Company's assets. Since March 31, 1997, the Company has
f nded capital expenditures and long-term debt repayments primanly through net proceeds from the
1ssuance of debt and equity securities aggregating approximately $903.6 millicn. The Company also
received net proceeds of $299.2 million from the issuance of the 8 29% Notes ia January 1998 The
Company intends to finance its operations in the future through internally and externally generated
funds without relying on cash advances, contributions or guarantees from the Majority Shareholder.

Total cash expended duning the three months ended March 31, 1998 to fund capital expenditures and
r:payments of Jong-term debt to third parties was $142.1 million and $19 4 million, respectively. Total
cish provided by operations was $53.5 million during the same period. As of March 31, 1998, the

( ompany had working capital of $568.9 million resulting primarily from the issuance of the 8.29%

™ otes in January 1998, :

The Company estimates the total cost to construct and activate the Qwest Network and complete
construction of the dark fiber sold to Frontier, WorldCom and GTE will be approximately $2.0 billion.
Of this amount, the Company had already expended approximately $1.0 billion as of March 31, 1998,
“"he Company anticipates remaining total cash outlays (including capital expenditures) for these
purposes of approximately $750 million in 1998 and $235 million in 1999. %sumated total Qwest
Network expenditures for 1998 include the Company's commitment to purchase a minimum quantity of
'iber for approximately $399.0 million (subject to quality and performance specifications), of which
.pproximately $287.0 million had beea expended as of March 31, 1998. Estimated total expenditures
or 1998 and 1999 together also include approximately $92.0 million for the purchase of electronic
:xquipment. [n addition, the Company anticipates approximately $557.0 million of capital expenditures
n 1998 and 1999 to support growth 1a Carrier Services and Commercial Services.

As of March 31, 1998, the Company has obtained the following sources of funds which are available to
complete the build-out: (i) approximately $1.2 billion under the Frontier, WorldCom and GTE contracts
and additional smaller construction contracts for sales of dark fiber, of which approximately $575.0
miilion had already been received and $625.0 million remained to be paid at March 31, 1998; (it) $90.0
million of vendor financing; (iii) $242.0 million in pet proceeds from the sale of the 10 7/8% Notes, of
which approximately $124.4 million was used to pay down certan existing debt, (iv) $342.1 million in
net proceeds from the sale of the 9.47% Notes; (v)

$299 2 million in net proceeds from the sale of the 8.29% Notes and (vi) approximately $319.5 million
in net proceeds from the (PO. The Company believes that its available cash and cash equivalent
balances at March 31, 1998, and cash flow from operations will satisfy its currently anticipated cash
requirements at least through the end of 1998.

In January 1998, the Company issued its 8.29% Notes, generating net proceeds of approximately $299.2
million, after deducting offering costs. The 8.29% Notes wil) accrete at a rate of 8.29% per annum,
compounded semiannually, to an aggregate principal amount of $450.5 milljon by February 1, 2003.
The 8.29% Notes mature on February 1, 2008. The 8.29% Notes are redesmable at the Company's
option, in whole or in part, at any time on or after February 1, 2003, at specified redemption prices.
Cash interest on the 8.29% Notes will not accrue until February 1, 2003, and thereafter will accrue ata
rate of 8.29% per annum, and will be payable semiannually in‘arrears commencing op August 1, 2003
and thereafter on February 1 and August | of each year. The 8.29% Notes indenture contains certain
covenants that, among other things, Jimit the ability of the Company and certaip of its subsidiaries (the
"Restricted Subsidiaries") to incur additiopal indebtedness and issue preferred stock, pay dividends or
make other distributions, repurchase capital stock or subordinated indebtedness, create certain liens,
enter into ceartain transactions witb affiliates, sell assets of the Company or its Restricted Subsidiaries,
issue clu;dseu capital stock of the Company's Restricted Subsidiaries or enter into certain mergers and
copsolidations.

In connection with the sale of the 8.29% Notes, the Company agrsed to make an offer to exchange new
notes (the "Exchange Offer”), registered under the Act and with terms identical in all material respects
1o the 8.29% Notes, for the 8.29% Notes or, alternatively, to file a shelf registration statement under the
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Act with respect to the 8 29% Notes. In April 1998, the Company filed a registration statement with
respect to the Exchange Offer. Uf the Exchange Offer registration statement is not declared effective
within specified time penods or. after being declared effective, ceases w be effective dunng specified
time periods (a "Registration Default"), additional cash interest will accrue at a rate per annum equal to
0 50% of the principal amount at maturity of the 8 29% Notes during the 30-day penod immediateiy
fillowing the occurrence of a Registration Default and increasing in increments of 0.25% per annum of
the principal amount at maainty of the 8.29% Noteas up to a maximum of 2.0% per annum, at the end of
eich subsequent 90-day period until the Registration Default is cured.

11 October 1997, the Company issued and sold its 9.47% Notes, generating net proceeds of
spproximately $342.1 million, after deducting offering costs. In February 1998, the Company
completed an exchange of identical notes, registered under the Act, for all of the 9.47% Notes.

Ja April 1995, the Company entered into a secured construction loan facility used to fund certain
vonduit installation projects. The outstanding balance of $10.9 million a1 December 31. 1997 was repaid
'n February 1998.
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GTE Analyst Conference Slide Presentation, June 2, 1998.
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Priorities

Move GTE from a multi-region to a national company
by

- 4 Developing a national distribution and service
capability

resulting in

- 4 New revenue sources

© 4 Increased revenue per customer

~# Lower customer churn

Z90PDNOM

Seize Window of Opportunity!

. Bercher.analyst
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. - Bercher.analyst

Key Strategies

# Target communications intensive customers
— Consumer

— Small business
— Large business

N\

2 Shift customer value proposition

4 Differentiated national service platform

N\

4 Develop robust distribution channels

4 Commercialize data capabilities

# Fully utilize existing GTE assets
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Fully Utilize
Existing GTE Assets

Utilize existing GTE assets where possible

and appropriate to minimize incremental
investment

# Utilize GNI as backbone

4 Upgrade wireless switches for wireline

- 4 Utilize telecom network

rcher.analyst
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~ Regulatory

4 Advocacy
4 Certification
#4 Tariff Filings

LEC Readiness
/4 Interconnection

Market Planning

4 Market Research

4 Customer Segmentation
# Target Markets

4 Message Development

Agreements
4 Standards

Service Delivery Platform

4 Operations Support
Systems

4 Service Fulfillment
/4 Billing

Distribution Channels
4 Process Design

# Channel Development
4 Sales Systems

Customer
Communications

4 Media Development
4 Direct Mail Developmen
4 Collateral Development

' Product Availabilfty

4 Supplier Contracts

/4 lInterconnection
Agreements

4 Product

Administration
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Consumer Process Flow
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. . Manual
Pricing > APl ﬂ ' > Provisioning
* Interface QEE
Workflow Manager M —»| Billing Event Manager |¢—— Events
Order v Cellul
Local LELVMX Cell] Page] INS Local Order \ Choices | ¢ LD Landing < 50‘?"?'
/ Fulfillment Pad Paging
M ' Internet
é Long distance
Vendors &;upply , v
aper inanci LD Bill Dist
: Financial i pist. F—————p $$$
Plastic OPARS | | LD Cards Newbury Park| | ooeng L=
RPMS Lt
Cust. Not. AMS Industrial
Letter Payments Limitations
RPS |€— Payments Major Capacity Restrictions
Bercher.analyst | West LA Future

M - Manual
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GTE Long Distance Status

4 Customers
— Current
— Year-end projection

/ Residential/Business 9
— Current
— Year-end projection

o - 4 Penetration (in-franchise)

— Current (bus/res)
- Year-end projection (bus/res)

4 Substantial traffic migrated

| 'Be., .~ 10 GNI by the end of 1999

2.1M
2.7M

909,/109

. 909%/109,

8%/139,
9%,/169
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By the end of 1998, GTE Communications will:

4 More than double our current CLEC
- customer base

- 4 Add over 1.1 million new customers

i / Generate over $1 billion in revenue to GTE

. ., Bercher.analyst



Closing Message

GTE will be the premier
nationwide full service
Telecommumcatlons Company
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Regional Network Map, South Dakota Network, Inc.
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